UNIVERSITY 


OF MICHIGAN 
MAR 19 1951 
BUSINESS ADMIMGSTRATION THh 

OA ( Magavine 

Cfmancial 


CO om ny 








College Endowment Income Rises 


Stocks In a Valley or On High Plateau? 


Inflation .. . For Investors’ Study 
Common Stock Yields —1946 vs. 1951 





Building An 
Investment 


Fund 


OW many investors take the trouble 
H to chart the course they would like 
to follow. to see their destination clearly ? 
This refers particularly to two general 
classifications: (1) persons who, having 
bought and resold common stocks rather 
aimlessly in an effort to make profits, find 
that they are not getting anywhere, and 
(2) others who find that their investment 
methods are less productive than they 
might be. 

THe ExcuaNnce Magazine's attention 
became centered on these groups as the 
result of reader interest in an article pub- 
lished last month. This was headed “Man- 
aging a Small Fund” and described simple 
processes, leavened by patience. that en- 
abled a small investor to add substantially 
to his dividend-paying stocks. also to cap- 
ital growth. during a short term. Readers 
who sought more information had no diffh- 
culty in seeing that what a short term could 
produce under close management of 
money would be benficial when a long- 
lerm goal was aimed at... the acquisition 
of securities by following a definite, closely 
adhered to program. 

Is seems worth while to re-state some of 
the elementary principles which have been 
presented in these columns from time to 
time. The timing of such a survey. just 
now, appears to be good because of public 
interest in the New York Stock Exchange's 
advertisements, such as those of recent date 
entitled “Do You Have To Be Rich To Own 
Stocks 7°, "Why Do Stock Prices Change ?” 
and “Just What Do You Own When You 
Own a Share of Stock” ?, These * 


ried on the magazine's back cover as well 


ads.” car- 


as in many newspapers, have evidently di- 
rected thought toward the simplicities. in- 
stead of the sometimes puzzling technicali- 
ties, of programmed investment, 

Carrying on a simple schedule of meth- 
ods workable by any investor who has a 
small or larger sum to start with and is in 
position to add to his common stock owner- 
ship from time to time, this is a way many 


intelligent fund builders go about it: 
What Stocks To Invest In. The sta- 
tistical manuals contain the records of 
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hundreds of companies, a great many of 
them listed on the New York Stock Ex- 
change, which have been successful in their 
fields for generations. Such virile com- 
panies very seldom go out of business, 
their stocks remain in the market year 
after year. When mergers alter the charac- 
ter or widen the productive scope of the 
merged concerns, their stocks make recog- 
nition of such changes. For an investor 
pursuing a regular program, the matter of 
selection among old-line corporate stocks 
having long-sustained dividend records 
contains no hard problem. 

What is “Averaging”? Surprisingly. 
THe EXCHANGE runs across much evi- 
dence that many investors either do not 
understand averaging of stock prices or 
pay no attention to its results. Averaging 
means acquiring a stock at different prices, 
some higher. some lower than others as the 
market fluctuates: the product of a series 
of purchases is a price below the top while 
stock is being acquired, often closer to the 
lowest price than to the top price of a 
period. 

Say 20 shares of a stock are bought at 
$45 a share, 20 more at $42 and 20 at $38. 
The investment of $2,500 would be made 
at an average price of about $41.50 a share. 
If the market trend were reversed. stock 
heing bought at $38, then at $42, then at 
$45 a share. the averaged result would be 
the same. 

Is Stock Selection The Most Impor- 
tant Element in a Program? The rarest 
ingredients in an investment program, as 
experience has long revealed. are these: 
determination to keep going. the reinvest- 
ment of dividends and such savings as one 
can rigidly apply to the program, stub- 
born patience. an undeviating desire to 
accumulate a fund in securities. As pre- 
viously noted. there are many old-estab- 
lished companies whose stocks lend them- 
selves logically to a sustained program. 

What About “Taking Profits” 
Occasionally to Further a Fund’s 
Growth? In other words, switching from 
one stock into another, for when a profit 
is taken a reinvestment has to be made 


and the continuity of previous averaging 
is broken. Switching. although it can be 
defended with much logic at times. de- 
mands close research—and often an in- 
vestor’s position is not improved thereby. 

Diversification? Averaging prices re- 
sults in one form of diversification—price 
diversification. A practical method fol- 
lowed by many successful fund builders is 
to acquire in odd-lots say, 50 shares, or 
100 shares, of a good stock. then to bring 
another stock into the program until an 
equal number of shares has been added to 
the fund, and so on. The extent of diversi- 
fication, i.e. the ownership of a number of 
different stocks, is to be viewed practically 
from the angle of the money an investor 
can apply to his program. If substantial 
“new money” can be added as the program 
proceeds. a widened scope of ownership 
among different stocks is a natural develop- 
ment. 

How is a “Growth” Stock Detected? 
The first step in “growth” stock selection 
is to examine entire industries, Over the 
years. some industries, like the chemical 
and petroleum fields, have disclosed po- 
tentials which are evident to any re- 
searcher. For the investor following a con- 
tinuing program, it has been evident for 
years on end that many of our older and 
soundly established corporations are es- 
pecially prominent because of their ag- 
gressive and continuing growth—otherwise 
they would not be among today’s leaders 
in respect to assets and dividend records. 

An effort has been made in this review 
to be clear on one important point: the 
text applies to programmed investment 
whose dominant intent is to acquire a fund 
in commen stocks, to build assets. to get 
dividend income. The elements entering 
into the discussion are not presented as 
though they outlined the only course to 
be followed in fund-building. The mathe- 
matics and observations, however, can be 
supported by actual investment experi- 
ence, and the application of common sense 
should be evident in the text. 


—WILLIAM W, Craic 












H 


the 
trad 
mon 


ured 
“ave 
doul 
W 
veal 
mon 
of il 
Stre 
the : 
peri 
ence 
stocl 
A 
ques 
char 
rath 
real 
is O01 
mar 
kno 
wha 
full 
of ] 
evel 
rale 
neve 
proj 
of ( 
not 
reas 
alw. 
T 
thar 
true 
ave 
higl 
but 
pov 








, OF 
ring 
| an 
d to 
-Tsi- 
r of 
ally 
stor 
tial 
ram 
ship 


lop- 


ed? 
tion 
the 
ical 
po- 
re- 
con- 
for 


and 


view 

the 
nent 
und 
| get 


RAIG 











By Lucien O. Hooper 


EIGHT more than breadth attracts 

keen stock market attention. From 
the standpoint of the number of shares 
traded. January was the biggest first 
month of the year since 1929. As meas- 
ured by the most popular stock market 
“average. the railroad have 
doubled in price since mid-1949. 

What does all this mean? For almost 20 
vears, except for a few short periods, com- 
mon stocks have been an unpopular form 
of investment: and for a long time Wall 
Street was one of the distressed areas in 


shares 


the whole American economy. Such pros- 
perity as that now enjoyed is a new experi- 
ence. Is the danger flag flying? Or. are 
stocks still logical vehicles of investment? 

Anyone who attempts to answer these 
questions, in the words of Dicken’s famous 
character, should be a “very “umble man™ 
rather than a self-confident one. No one 
really knows the answers because no one 
is omniscient; and to know what the stock 
market is going to do one would have to 
know almost everything. After all, too. 
what the market does often is determined 
fully as much by the unpredictable nature 
of mass psychology as by values and 
events. At times one happens to guess accu- 
rately the workings of the mass mind: but 
never has it been possible very long to 
project its behavior with any high degree 
of certainty. What follows, therefore. is 
not a prediction. It may be logical and 
reasonable, but the market itself is not 
always logical and reasonable. 

The statement that stocks “are higher 
than at any time since 1930” simply is not 
true. The Dow. Jones & Co. industrial stock 
average at 252. in terms of dollars. is 
higher than at any time since June, 1930; 
but the dollar has a smaller purchasing 
power in terms of goods, services and com- 


The STOCK 
MARKET 


_... stall in a Valley 
or on a High Plateau? 
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Active business is depicted by a dividend chart from the 1950 report of one 
concern listed on the Exchange: for a second firm, by a busy plant scene. 


modities. and the real price of anything 
is its price in terms of other useful things. 
That is the first point, The second is 
equally important: the stocks themselves 
are better equities. and essentially worth 
more. 


Changing Value of Dollar 

The purchasing power of the dollar is 
something exceedingly difficult to estimate, 
and when one estimates it he risks fruitless 
debate with someone who has ideas differ- 
ent from his own. The Department of 
Commerce estimate of the present purchas- 
ing power of the dollar is not far from 55 
cents. taking the 1935-1939 average as 
100. In 1930, the purchasing value of the 
dollar was 83 and in 1931 it was 92. Stated 
another way, 5500 units of goods today 
buys a dollar while 8300 units of goods 
bought a dollar in 1930 and 9200 units 
of goods bought a dollar in 1931. 

Or still another way, it might be figured 
that it takes only 5500 units of goods to 
huy a dollar's worth of stock today while 
it took 8300 units of goods to buy a dollar's 
worth of stock in 1930, 


The purchasing power of the dollar, on 
this basis, is 66 per cent of what it was 
in 1930: so if stocks are selling at the 
same number of dollars they sold at in 
1930 (and if the stocks represent exactly 
the same essential value—which is a big 
“a ) they are 33 per cent cheaper now 
than they were in 1930 in terms of goods 
and commodities. Since stocks represent 
corporations which own plants. going- 
concern value and inventories (among 
other things). there is abundant logie in 
thinking that the value of the dollar in 
terms of goods and commodities has some- 
thing to do with determining the prope 
appraisal of the shares of industry. 

But stocks themselves are not static 
things. and none of them had exactly the 
same intrinsic worth in 1930 as they have 
in 1951. Corporations change in charac- 
ter. in net worth and in earning power: 
and in their field of business they do not 
remain in the same comparative position. 

It happens that since 1930. and espe- 
cially since 1939. most corporations have 
added materially to their physical assets. 
their earning power, their dividend-pay- 


] 





ing ability. The plough-back of earnings 
for most companies, and especially for 
those of the type represented in the Dow- 
Jones industrial stock average, has been 
tremendous, 

We are trading in different stocks now 
than we were trading in 1930, and they 
are better stocks. Therefore, our 195] 
stocks must sell at higher prices (allowing 
for splitups and stock dividends) than 
they sold at in 1930, or they are cheaper 
than they were in 1930. It is obvious that, 
at the same price. stocks are cheaper now 
than they were then. Like Alice in Won- 
derland, the market has to run fast to keep 
up with itself. 


An “Average Share of Stock” 


The Dow-Jones average is a brave effort 
to establish an abstraction amounting to 
an average share of stock. In figuring the 
average an attempt has been made to es- 
tablish a constant, allowing for split-ups 
and stock dividends. Every time there is 
a split-up or a stock dividend, the divisor 
is changed so as to make the “average” 
itself represent something resembling ex- 
actly the same thing that it did before the 
change in capitalization. Of course it is 
not a perfect device, but it is about as good 
a measure of price trends over a period 
of years, as is available. 

Some careful investment analysts. in 
order to have a peg on which to hang their 
hats. have kept a record of the actual 
earnings of the “Dow” and of dividends 
paid on the “Dow.” By placing these earn- 
ings and dividends against the price of 
the average itself, it is possible to know, 
with some degree of accuracy, how many 
times per share earnings stocks sold at 
and what they yielded on any specific date. 

As everyone knows, there is a tremen- 
dous difference in the quality of stocks, 
sO any comparison over the years has to 
be based on approximately the same stocks 
and approximately the same size of shares. 
This makes the “Dow” a very useful com- 
parative instrument. 

As this is written, the “Dow” indus- 
trials sell around 252. On the basis of last 
year's earnings, allowing for higher taxes 
and an excess profits tax for half a year, 
the “Dow” last year earned about $25.50 
a share and paid about $15.70 a share in 
dividends. This same “Dow” (same index 
except for the fact that the stocks now in 
it are “better” than they were at that 
time) sold as high as 296 in 1930, when 
earnings were $10.06 a share and the divi- 
dends were $7.44 a share. Obviously. on 
the basis of earnings and dividends, stocks 


9 
- 


are not as high now at 252 as they were 
at 252 (or higher) in 1930. 

We have just passed through a long 
period of low price appraisal for equities. 
People have not liked them. The market 
has lacked courage. Even at the 1946 tops, 
the “Dow” sold no higher than 15.7 times 
earnings to yield no less than 314 per cent. 
At one time in 1949, it sold as low as 6.9 
times earnings to yield 714 per cent. 

This generation is accustomed to low 
price-earnings ratios and high dividend 
yields in relation to yields on bonds, It is 
difficult for us to adjust our sights to a 
greater popularity for stocks. We should 
remember, however, that stocks have be- 
come more popular; and that as the ex- 
periences of 1929 drop further and further 
back into history, with the men who made 
1929 no longer the only investors, people 
can become less prejudiced against com- 
mon stocks. I suspect that there is a greater 
willingness to speculate in stocks as well 
as a greater willingness to invest in them. 
I don’t know how far this greater “friend- 
liness” toward the stock market may carry 
prices, but | believe that it is something 
we must take into consideration in judg- 
ing the amplitude of the present rise. 

It is hardly necessary to say that there 
is a much greater “institutional” interest 
in good shares. It comes from trust funds, 
mutual funds, insurance companies and 
pension funds. Another type of demand 
comes from individuals who cannot derive 
a living from $100,000 or $150,000 in- 
vested in non-risk securities at 23/4, per cent 
to 3 per cent, but who can live on this 
amount of money invested ( partly in stocks 
and partly in non-risk securities) to yield 
| per cent or 5 per cent. The median yield 
on all listed dividend-paying common 
stocks last year was 6.7 per cent, despite 
advances in the prices of many stocks. 


Growing Demand for Stocks 


More recently, since some time last 
summer or last fall, there has been a specu- 
lative demand (partly a flight from money 
and partly a desire to accrue capital gains) 
superimposed on this investment demand. 
That is something new; but it is a type 
of buying which is likely to grow as the 
market goes higher. Nothing succeeds like 
success in the stock market, and those who 
have been speculating (as well as those 
who have been investing) recently have 
achieved considerable success. 

What will be the end of all this? Will 
there be another 1929? Or will the specu- 
lation fortuitously subside without major 
disaster to both the investor and the bro- 


ker? No one knows the answer, but in my 
opinion we have not yet developed an 
environment even remotely resembling 
1929 in (1) credit used in the stock mar- 
ket, or margin accounts, (2) in overvalua- 
tion of equities on the basis of earnings 
and dividends, or (3) in speculative fever. 

So long as the apostles of caution con- 
tinue to preach their gospel, they will be 
a restraining influence of great impor- 
tance. I hope they won't stop. I suspect, 
however, that they are premature; and 
that the market (with inevitable minor 
corrections) will continue to go up in spite 
of them—at least for a long time. I would 
warn, however, that bear markets are not 
obsolete, and that some time we will have 
another one. | would also warn that it is 
bull markets that set the stage for bear 
markets. 


Extent of Market Rise 


Of course the market is not as “safe” 
at 252 as it was at 160; but many more 
thought it was dangerous then than think 
it is dangerous today. There are fewer real 
bargains as the market rises, but it does 
not seem to me as if we have reached a 
stage of chronic overvaluation. And it does 
look as if the public has lost all of its long- 
standing prejudice against stocks. 

It will be observed that this article says 
very little about the state of the world, 
and the danger of war. It has been my 
observation over 30 years that there always 
are plenty of “uncertainties” and that any- 
one who waits for all of them to be re- 
solved never will invest in anything. Most 
of the uncertainties are out in the open, 
and there would not be any great surprise 
element in any of the dire things that 
people talk about. 

This last point, which | am making 
rather laboriously, is that this generation 
has become conditioned psychologically 
to uncertainties and events which would 
have bowled over our fathers and grand- 
fathers—and which took most of the cour- 
age out of the stock market for many years 
after 1930. 

Now don’t say that I am a rampant bull 
on everything. I am not. All I have tried 
to do in this brief discussion is to raise 
some questions about the likelihood of an 
early collapse in stock prices. Actually. 
I’m much more afraid of the market doing 
“foolish things” on the upside than I am 
fearful that it will (in the immediate fu- 
ture) commit excesses on the downside. I 
fear too much bull market here much more 
than I fear any bear market in the imme- 
diate future. 
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COLLEGE 
ENDOW MENT 


INCOME 
RISES 


... aded by 


Common Stocks 


By J. Harvey Cain, 
Accounting Officer, 
New York City Board 


of Higher Education 


HIS discussion brings statistics on 

the investment practices of 27 well- 
known colleges and universities up to June 
30 of last year, and briefly reviews the 
flow of gifts to educational institutions. 
THE EXCHANGE previously published a 
series of similar studies, the most recent 
appearing in the July, 1946, issue. Later 
post-war years have produced significant 
data of interest to investors who study the 
operations of large securities funds. 

The 27 institutions were chosen for 
analysis because they are the ones (see 
accompanying table) which hold invest- 
ments of $15,000,000 or more each, and 
which owned total endowment funds of 
$1,417,213,521 at mid-year of 1950. They 
own approximately 65 per cent of all en- 
dowment funds reported to the United 
States Office of Education, although they 
comprise only two per cent of the number 
of colleges and universities in this country. 

During the year ended June 30, 1950, 
the group earned a composite average of 
1.29 per cent on their invested funds, com- 
pared with 3.97 per cent in 1945. 

This rate of return was arrived at by 
dividing the income received during the 
year by the total of the endowment fund 
at the year’s close. 










There are approximately 200 institu- 
tions of higher learning in the United 
States which report endowments totalling 
$2,000,000 or more, each. 
ment policies do not vary greatly from 


Their invest- 


those of the group analyzed here. 

Generous support accorded the group 
by alumni and friends is evidence of ap- 
proval of college and university finance 
management. In the last five years the in- 
vested funds of the 27 institutions have in- 
creased from $1.149.595.000 to $1.417.- 
213,521. or more than 23 per cent. Income 
has increased during that period by 33 
per cent. 





COLLEGES AND UNIVERSITIES 
Comprisinc THIs REVIEW 


Oberlin 
Pennsylvania 
Princeton 
Rice 
Rochester 
Stanford 


Amherst 
California 
California Tech. 
Carnegie Tech. 
Chicago 
Columbia 


Cornell Texas 
Dartmouth Vanderbilt 
Harvard Vassar 

Johns Hopkins Virginia 
M.L.T. Washington U, 
Michigan (St. Louis) 
Minnesota Wellesley 
Northwestern Yale 
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John Price 
Jones. who specializes in aiding colleges 


According to studies by 


to add to endowments, “The combined 
gifts and bequests to 51 colleges and uni- 
versities between 1940 and 1949 amounted 
to $513.321,000, substantially exceeding 
the $423,746.000 of all of the Nineteen- 
Thirties and closely approximating the 
record of $551.321.000 of all of the Nine- 
teen-Twenties.” 

It should be pointed out that most of 
the gifts have been made to the large in- 
stitutions. A further fact of new signifi- 
cance is that in those institutions which 
are publicly controlled, or receive large 
support from local governments, the rate 
of increase in funds was 
double that of privately controlled seats of 
learning. 


endowment 


Comparative statistics lose much of 
their meaning as to the buying power of 
the money unless we keep in mind that the 
Bureau of Labor Statistics Consumers 
Price Index is now 76 per cent above its 
1939 base. College income buys less than 
it used to do. 

On this point such facts as these call 
for examination: among the 27 institu- 
tions covered in this study, four have en- 
funds of $20.000 to 


dowment from 


2 
o 
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University of Pennsylvania dormitories. 


three have between 
six between $10,000 
seven between $5.000 and 


$27,000 per student; 
$15.000 and $20,000; 
and $15.000: 


$10,000, and seven are under $5,000. The 
average for all is $6,500 per student. The 


amount of endowment in the publicly con- 
trolled institutions averages $2,500- 
have 


-some 
very large student enrollments. 
Income from investments of both public 
and private institutions is climbing, both 
dollar-wise but in 


several cases the investment policies are 


and percentage-wise, 
straining close to the limit of prudence 
and safety. The cost of living spiral has 
made it impossible to provide any cushion 
in college budgets. In most institutions it 
is not possible to increase holdings of 
Government bonds and commercial paper. 
in the hope that a market break will per- 
mit stock purchases at lower prices. 

the ad- 
yield has been decidedly in 
favor of common stocks. In 1950, Moody’s 
“triple A” 
per cent, compared with 6.90 per cent for 
200 common stocks in November. 1950. 
in com- 


For more than 10 years now 


vantage in 


bond average yield was 2.62 


In other words. common stocks. 


parison with high grade bonds, now yield 

















Composite INVESTMENT FuND oF 27 AMERICAN 
COLLEGES AND UNIV ERSITIES 
Percentage 
Amount Per Cent Distribution 
June 30, 1950 of Total Five Years Ago 
BONDs: 
U.S. Government . $ 396.281.659 27.96 24.58 
Municipals 24,493,697 1.73 2.28 
Canadian and Foreign 17.227,873 1.21 1.43 
Utilities 96,552,230 6.81 7.60 
Industrials 54,392,409 3.84 4.35 
Rails 58.757,288 4.15 5.08 
Others a ce tae nae Os 15.285.481 1.08 0.18 
TOTAL BONDs . 662.990,637 46.78 45.50 
PREFERRED STOCKS: 
Utilities 40.776,927 2.88 3.66 
Industrials 62.118.401 4.38 4.77 
Rails 5,042,991 0.36 0.47 
Others ee ee ee ee ee - ___ 3,256,094 0.23 0.17 
TOTAL PREFERRED STOCKS 111,194,412 7.85 9.07 
COMMON STOCKS: 
Utilities P 73,381,122 5.18 2.78 
Industrials ‘ 249.730.680 17.62 16.60 
Rails 7.820.640 0.55 0.95 
Insurance ‘i 20,170.054 1.42 1,39 
Bank and Other Fi inane " ‘ 41,983,077 2.96 2.95 
Others ; . 7.123.410 0.51 0.48 
TOT AL ( ‘OMMON STOC ‘KS ‘ ‘ 100,208,984 28.24 25.15 
MORTGAGES (including real estate bonds and nae ) 16.754,899 3.30 3.71 
REAL ESTATE a ae ca oe a 123,005,623 8.68 12.48 
INVESTMENTS IN INST ITU T ION. AL PROPERTY 15,302,359 1.08 1.48 
PERSONAL LOANS AND NOTES 2 6.345.898 0.45 0.02 
ENDOWMENT FUNDS LOANED TO OTHER FU NDS 7.979.730 0.56 0.26 
(OTHER) er al Se 30,688,760 2.16 1.27 
UNINVESTED C ASH <— 12,742,219 __ 0.90 1.06 
TOTAL INVE STMENTS | ( Book v end $1,417.213,522 100.00 100.00 





RATE OF RETURN EARNED BY 
27 INSTITUTIONS 


Number Rate of 
esainatinten sn 
2... . . Over 6 per cent 
S3 . «» « »« « 9200 to 599 
6... . . 420 te 450 
8 4.00 to 4.25 
3 3.75 to 4.00 
y 3.00 to 3.50 
3 under 3 
“97 








about 150 per cent more income. Most 
colleges and universities turned to equity 
investments many years ago and they have 
been well rewarded, not only by capital 
appreciation but in a better rate of return. 

Financial forecasts over any consider- 
able period have proved most unreliable 
in the past. Therefore, colleges are more 
and more seeking protection against all 
contingencies rather than counting on one 
or two potential future developments, 
They have pursued much more forward- 
looking policies than certain fiduciaries. 
The endowment of schools of higher edu- 
cation has been built upon the theory 
that securities are to be purchased, not to 
be sold at a profit but to produce a con- 
tinuous flow of income at as high a rate 
of return as is possible. 

On the other hand, great care is used in 
the selection of sound companies, ones 
with a good record of management. 
with little or no outstanding debt, ones 
with good research and other forward- 
looking programs. The possibility of ap- 
preciation is considered but it is not the 
first consideration. With the tremendous 
drop in the dollar’s purchasing power. and 
the greatly increased income taxes, they 
would have been 


ones 


in extreme budgetary 
difficulties had not these measures been 
taken. Most colleges have been investing 
in common stocks for a long time. 

As an example of the increasing trend 
toward common stocks, eight institutions 
whose holdings now total more than 
$500,000.000—Univ. of Chicago, Carne- 
gie Tech., Dartmouth, Harvard, Massa- 
chusetts Institute of Technology, Oberlin. 
Leland Stanford and Vanderbilt—have 
decreased bond holdings by 15 per cent 
and increased common stock holdings by 
241% per cent in 25 years. 

The “timing” of college investments in 
common stocks for long-term holding has, 

(Continued on page 6) 
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The “Newer” Public Utility 


| perating Companies on the 


Stock Exchange 


QO CALL the corporations tabulated 
Ti the next page “newer” public util- 
ity companies requires an explanation. In 
general, they are concerns whose securi- 
ties were listed fairly recently on the New 
York Stock Exchange. This fact gives them 
a “new” aspect as subjects of investors’ 
study. but, more than that, until the last 
few years these operating companies had 
for the most part been owned by big hold- 
ing companies and their common stocks 
were not available for direct public in- 
vestment. 

Some of the corporations are really new 
in their present form. After the Public 
Utility Company Holding Act of 1935 went 
into effect. certain units generating and 
distributing electricity and gas were joined 


not exist prior to 1945. So, as long-time 
consecutive annual dividend payers, few 
of them have a notable record. Neverthe- 
less. for persons who look into the nuts 
and bolts of common stock situations, as 
disclosed by operating statistics and bal- 
ance sheets, the companies in the table af- 
ford interesting material for research. The 
dividend records of some extend beyond 
1940, a few reach back beyond 1920. 
Examination of any exhibit of public 
utility companies will reveal the fact that 
in most cases there are bonds and preferred 
stock standing ahead of common stock. 
Perhaps the balance sheet status of the 
companies may arouse reservations among 
researchers who find merit in certain in- 


dustrial corporations which have only 





The field of utility investment has recently been broadened to the advantage of investors. 


as parent and subsidiaries and their stocks 
were distributed among public investors. 
Other units were carved out of their hold- 
ing company ownership individually and 
their stocks also distributed. Thus study of 
the tabled companies will show some with 
subsidiaries and others with none... and 


a couple or so still have a holding company 
status, 

By and large, the “newer” utility stocks 
open a field of investment study which did 


common stock in public hands. A question 
to be pondered by the researcher is whether 
or not funded debt in particular cases 
seems top-heavy in terms of the earning 
power of the companies’ property. Offset- 
ting that question for research, at least to 
a degree. is the leverage supplied by 
funded debt, i.e.. the margin of net earn- 
ings over and above interest, sinking fund 
and other charges which assets acquired 
with borrowed money (at low interest 





EWING GALLOWAY 


Pulling a generator switch. 


rates in many cases) may earn for com- 
mon stock dividends. 

Research into public utility stocks is 
shaped by facts different from thase em- 
ployed in the case of industrial stocks. 
Profits deriving from free competition 
among industrial companies stand in con- 
trast with profits earned by electric and 
gas concerns under charges for services 
that are fixed by law and regulation. 

The difference between competitive and 
non-competitive earning power is_ illus- 
trated by the variations of per-share earn- 
ings contained in the tabled statistics. In 
neither 1949 nor during the more pros- 
perous nine to twelve months’ periods end- 


a 


ing at different dates in 1950 are there any 
of the large per-share earnings which many 
manufacturing concerns attained during 
similar periods, 

The 1950 dividend rates also were mod- 
est in dollars in contrast with the divi- 
dends of industrial corporations in a pros- 
perous year. The focal point of investment 
research is, therefore. the rates of divi- 
dend yields which the “newer” utility com- 
pany stocks are returning, currently, and 
what they were in preceding years. Al- 
though the table does not present yields, 
study shows that 4 per cent to a shade more 
than 6 per cent is yielded by a consider- 
able number of the companies at recent 
prices, 

The 20 companies of the table consti- 
tute only a segment of the “newer” public 
utility concerns whose shares have become 
available to the public. The sampling is 
suflicient, however, to serve a double pur- 
pose: illustrating a field recently broad- 
ened to the advantage of investors whose 
programs call for diversification by indus- 
tries, and laying stress upon the geographi- 
cal variety of securities that the Public 
Utility Holding Company Act has brought 
to investor attention. 

A feature of interest is the original own- 
ership which the application of the statute 
disrupted. Carolina Power & Light Co., 


for example, was once part of the National 
Power & Light system; Central Illinois 
Light Co. came out of the Commonwealth 
& Southern Co.; Dayton Power & Light 
Co. was an entity of the Columbia Gas & 
Electric System; Empire District Electric 
Co. belonged at the Cities Service Co., and 
Gulf States Utilities Co. was formerly an 
operating unit of Engineers Public Serv- 
ice Co. 

Delaware Power & Light Co. was re- 
moved from ownership by United Gas & 
Electric Co. Florida Power Co. came into 
public control through dissolution of Gen- 
eral Gas & Electric Co. Kansas Power & 
Light Co. was previously controlled by 
North American Co. lowa Power & Light 
Co. was formerly a unit of United Light & 
Railways Co. 

Old-established companies to reach the 
Stock Exchange list in the last few years. 
although their securities had long been in 
public ownership, included Philadelphia 
Electric Co.. a merger of established sys- 
tems some of which dated back to 1881. 
Another was Consolidated Gas Electric 
Light & Power Co.. of Baltimore, a con- 
solidation made in 1906. 

This discussion is the eighth of a series 
presented by THE EXCHANGE in the course 
of reviewing useful statistics of companies 
listed on the New York Stock Exchan 


Fe 
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Year Div. 
Began 


Carolina Power & Light Co... 1937 
Central Hudson G. & E. Corp. . 1903 
Central Il. Light Co. . 2... 192] 
Cent. & South West Corp... . 1947 
Columbus & So. Ohio Elec. Co. 1927 
Cons. G., E. L. & Pr. Co. (Balt.) 1910 


Dayton Power & Light Co. . . 1919 
Delaware Pow. & Light Co.. . 1921 
Empire Dist. Elec. Co. . 2. . . 1944 
Florida Power Corp. . . . . 1937 
Fiorida Power & Light Co. . . 1944 
Gulf States Utilities Co. . . . 1938 
Iowa-Ill, Gas & Elec. Co. . . . 1942 
lowa Power & Light Co. . . . 1909 
Kansas Power & Light Co. . . 1915 
Long Island Lighting Co.. . . 1950 
Minn. Power & Light Co... . . 1945 
Mont.-Dakota Utilities Co. . . 1937 
Philadelphia Electric Co... . . 1902 
Public Service Co. of Col... . 1907 


“ Adjusted. * On publicly held shares. 


“12 mos. ended 9/30/49. 
© 12 mos. ended 10/31/49. 





“NEWER” PUBLIC UTILITY OPERATING COMPANIES 
OF THE NEW YORK STOCK EXCHANGE LIST 


Earnings Per Share 


1950 
1949 } — 1950 = Div. 
$3.37 12 mos. Dee. $3.40 $2.00 
0.65 12 mos. Dee. 0.71 0.56 
3.01 12 mos. Dec. 2.97 2.20 
1.40 9mos. Sept. 1.08 0.90 
ane” 12 mos. Sept. 2.30 1.40 
iss 12 mos. Dee. 1.85 1.30 
267 12 mos. Sept. 2.79 2.00 
1.90 12 mos. Sept. 1.87 1.20 
> aa 12 mos. Sept. 2.22 1.24 
Le 12 mos. Sept. 1.68 1.20 
2.17 12 mos. Dee. 2.43 1.25 
1.91 12 mos. Dec. 1.85 1.20 
2.76 12 mos. Oct. 2.58 0.90* 
239° 12 mos. Sept. 1.85 1.40 
158°" 12 mos. Sept. 1.75 1.06 
BS oe 2 mos. Oct. 1.25 0.25 
A 12 mos. Dee. 3.23 2.20 
1.36" 12 mos. Sept. 1.36 0.80 
Lie" 12 mos, Oct. 2.22 1.35 
th al 12 mos. Dee, 2.41 iS 











College Endowments 
(Continued from page 4) 


of course, much to do with results. One 
fund which research has uncovered in- 
vested $100,000 in November, 1933 (a 
depressed year for stock prices) in 100 
shares each of 21 different securities in 1] 
different industries. The annual income 
on the investment was then $4,710. At the 
close of December. 1950, the fund’s mar- 
ket value was $143,116, the annual in- 
come for 1950 was $9,555. Only three 
changes had been made in the fund’s 
composition. 





PERCENTAGE OF PORTFOLIO INVESTED IN 
COMMON STOCKS 


Number of 


Institutions Per Cent 


15 to 50% 
10 to 45 
35 to 40 
30 to 35 
25 to 30 
20 to 25 
15 to 20 
under 10 


bo 


NS] eeu eae 





If | may leave finance and comment 
briefly upon the college prospect in these 
difficult times. a forecast might be laid 
upon the foundation of educational ex- 
perience. The inflationary forces now at 
work have a profound effect upon colleges 
and universities. They cannot 
change the price to the public for tuition 
and fees as the merchant can change his 
prices. Somehow they must compete with 


easily 


industry for the services of key professors 
or carry them over the next few years 
when enrollments may be lower, and they 
must absorb the mounting costs of physi- 
cal maintenance, food and fuel bills. 
But we have faith in the ability of col- 
lege administrators somehow to find a 
way to accomplish the impossible. There 
are many famous universities throughout 
the world which have survived for cen- 
Educational institutions are the 
most enduring of all human institutions. 


turies. 





Statistical and other factual information 
as well as comment regarding any securities 
referred to in THE EXCHANGE have been ob- 
tained from sources deemed to-be reliable, 
but THe EXCHANGE assumes no responsi- 
bility for their accuracy or completeness. 
Veither such information nor any reference 
to any particular securities is intended to be 
or should be considered as in any way 4 
recommendation for the purchase, sale or 
retention of any such securities. 
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INFLATION... 


or Investor Consideration 


HEN prices for goods rise strongly, 

the process is called inflation. When 
inflation draws wide-spread attention, and 
economists are quoted about it in the pub- 
lic prints, investors get to wondering what 
they had better do about it. 

\s the purchasing power of the dollar is 
reduced, reasoning becomes easy that in- 
flation might gather so much headway. 
the dollar might fall so far, that it would 
be better for surplus dollars to be ex- 
changed for common stocks. Stocks repre- 
sent ownership of productive property. 
and productive property should. in eco- 
nomic theory, rise in value as the dollar's 
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BY WILLIAM W. CRAIG 


value in terms of property follows a de- 
clining trend. 

So a great many investors set about 
“hedging against inflation” by buying 
common stocks . . . as they have been doing 
now for many months. 

Are stocks a sure-fire money-protection 
when inflation rages? What does precedent 
show 7 

Back in 1933 and 1934, inflation was 
encouraged by Government action, That 
was a boot-straps effort to lift this country 
out of the depths of a great business de- 
pression. The money supply would be in- 
creased by Federal borrowing and spend- 


Is inflation or simple 
evidence of good busi- 
ness and good divi- 
dends more important 
as an influence on 
stock prices?—Shown 
here are_ sampled 
charts of dividend 
trends taken from 
1950 stockholders’ re- 
ports of listed com- 
panies. 
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ing: furthermore, it was reasoned that by 
cheapening the value of gold in dollars. 
the dollar’s buying power would be re- 
duced, prices would rise. business would 
be stimulated, employment would be in- 
creased. 

These steps were taken. Business did im- 
prove slowly. It will always be a subject 
of debate. however, whether business was 
not about ready to get off its back, any- 
way. Looking from the stock market angle 
at the effects of altering gold’s long sus- 
tained function and the planned increase 
of the money supply, results were positive 
and quick, Still (and here another kind 
of “hedging” comes into the picture), con- 
siderable speculative excitement occurred 
among beverage company stocks when it 
hecame evident in early 1933 that Prohibi- 
tion would soon go overboard. and this 
influenced price advances elsewhere. From 
the now amazing 52.54 low of March. the 
Dow. Jones & Co. industrial stock average 
rose 106 per cent to July's high. 

Many persons can still recall the furore 
about inflation which followed the increase 
of gold’s value from about $20 an ounce 
to $35. It went on for months. The argu- 
ment was that inflation would cause stock 
prices to rise while the prices of bonds 
would be injured. Bonds, as the result of 
the Great Depression. were in a depressed 
area, many well-rated issues selling from 
30 to 40 cents on the dollar. Atchison, To- 
peka & Santa Fe general 4s, a top-drawe 
issue of its class, had retreated into the 
low 70s, the same bond that is now close 
to 130. 

Stocks were slated to rise, bonds to be 
sluggish. the latter were not considered 
logical investments to held. Stocks did 
rise. but so did good bonds! 

The inflationary urge flattened out early 
in 1935, perhaps because Government 
measures had not proved to be a cure-all 
for business. The Dow-Jones industrial 
average showed signs of hesitation before 

1933 ended. In 1934 its January low was 
96.73, and the last day of December saw it 
no higher than 99.59. Relatively little was 
heard about inflation in the stock market 
during the last quarter of 1934 to the 
year’s end. But much study was devoted 
to the state of business which began a 
strong upward trend in the fall of 1935. 


‘ 








That normal, if belated, recovery car- 
ried through 1936 and well into 1937, but 
indicated in the autumn of the latter year, 
that, in spite of an increased money sup- 
ply. goods were being turned out by mill 
and factory too rapidly to be absorbed by 
consumers, 

Inflation now not only was in the dis- 
card; its place was taken by much discus- 
sion of deflation. Users of the Dow-Jones 
average as a stock market guide felt the 
impulse of deflation comment. From the 
August high of 190,02. the industrial aver- 
age declined to 120.85 at the year end, 


Deflation and Stock Prices 

Thus. in a few weeks sentiment reversed 
itself. People in speculative stocks. lately 
cheered by the effects on prices of inflation 
talk. now wondered what kind of a hedge 
could be found against deflation. People 
who thought that the deflation of 1934 had 
heen checked by a rise of stock prices in 
1936-37 looked for inflation again. Stocks 
did a little better in 1938 but in 1939 and 
1910, they retreated slowly and in 1941, 
came Pearl Harbor and a drop of the Dow- 
Jones average to 92.92 in the spring of 
1942. taking it to lower levels than during 
most of 1934. 

Back there, and in the years since 1942, 
it could not be said that inflation was a 
sentimental illusion. It was. and is now, 
real enough: everyone's living costs prove 
it. But inflation of commodity prices, or 
deflation as the record indicates. can have 
an illusory reflection in the stock market. 

And wonder can appear sometimes 
whether or not “inflation” and stock mar- 
ket “upswing” are interchangeable terms, 
depending upon the speculative mood. 
Take the Dow-Jones industrial record for 
1944 through most of 1946: it advanced 
from 152.32 on Dec. 31, 1944 to 212.50 
in April, 1946—that years maximum 
and then bumped down to 163.12. the low 
of October. 1946. 

But inflation was not greatly stressed 
in the substantial rise. In the subsequent 
drop to 163.12, not deflation but the un- 
reality of unusually low dividend yields, 
resultant from the preceding rise, was 
charged with the price reversal. 

If you soberly chose one of these two 
forces as the more influential upon stock 
prices of the last five years—inflation or 
the simple evidence of good business and 
good dividends—which one would it be? 

A “flight from the dollar,” or the ap- 
peal of large corporate earnings, stock 
split-ups and increased dividends? 

If taxes were to cramp corporate earn- 
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ings as defense production gathers further 
headway, and stock prices receded, would 
you think that deflation was at work, or 
that prices were reilecting reduced busi- 
ness profits? 

If (and this question is distinctly per- 
sonal) you were considering an invest- 
ment in selected common stocks today and 
you gave weight to the Dow-Jones indus- 
trial average in viewing the price situa- 
tion, would you choose a stock because the 
company’s earnings and prospects, its 
dividend record, appeared to be satisfac- 
tory or because you wanted an inflation 
hedge? 

As a follower of the Dow-Jones av- 
erage, you would naturally take two items 
into account: the fact (1) that the indus- 
trial average is standing about 20 per cent 
higher than its highest point in 1946, and 
(2) that many prominent stocks are sell- 
ing lower now than at their best prices of 
1946. 

A purchase with the expectation that 
the purchased stock will afford money 
protection is usually designed to supply 
a hedge as soon as the stock is acquired. 
In other words, dividends on the stock 
will bring in additional dollars to offset 
the dollar’s further depreciation in terms 
of spendable income, and a rising price is 
expected to protect the principal invest- 
ment in dollars. 


Stocks as a Hedge 

Common stocks supply a kind of hedge 
against inflation so long as they continue 
to rise. so long as dividends remain sub- 
stantial. While stocks rise. a fall in the 
dollar's real value is countered to a degree. 
by ownership of stocks. A difficulty about 
stocks as a hedge to be relied upon is that 
too many influences are at work all the 
time with a bearing upon the prices of 
stocks. The greatest of these is the state 
of business. which, by changing, pushes 
such words as inflation or deflation aside. 

Investors who think more about divi- 
dends than they do about the ebb and flow 
of stock prices are better informed than 
they were when inflation was artificially 
aroused in 1933. The person who sold his 
Atchison general 4s at low prices in order 
to hurry the principal into stocks has done 
some serious thinking. He has been grati- 
fied, if a plan were pursued in investing 
in stocks, to get good dividends since 1943 ; 
but he has learned that both inflation and 
deflation, so far as stock prices are related 
to the words, are conditioned by the prac- 
tical and realistic year-to-year records of 
business. 








AVERAGE YIELD OF 4.3% 
ON PREFERRED STOCKS 


ASH dividends paid on 405 preferred 

stocks listed on the New York Stock 
Exchange amounted to approximately 
$379.315,000 in 1950. A gain of more 
than $9,000,000 was registered over the 
1949 payment total. 

Preferred stock issues in arrears on Jan. 
1. 1951, numbered 29, the lowest since the 
statistics were first compiled in 1941, and 
probably the lowest since pre-depression 
days. In 1941 there were 116 delinquents, 
in 1945 the total was 62. 

The median yield on dividend-paying 
preferreds at year-end prices was 4.3 per 
cent, a decline of three tenths of one per 
cent from the 1949 figure. The median 
vield is midway between the highest and 
payments 
made in excess of the normal rate. 

A tendency of preferred stock yields to 
cluster around the 3 to 4.9 per cent area 
has become marked in the past three 
years. In 1950, 163 issues. or roughly 65 


lowest, excluding arrearage 


per cent of dividend-paying preferreds, 
vielded between 3 and 4.9 per cent; the 
1949 figure was 57 per cent; in 1948, 52.9 
per cent yielded in this range. 

Since the first of this year, five issues 
have taken care of dividend arrearages— 
the $5 and $6 preferreds of American 
Power & Light Co. by reorganization and 
three others by full cash payments. These 
were: Crucible Steel Co.. which cleared 
arrears on the 5 per cent preferred with a 
per share payment of $6.25: Curtis Pub- 
lishing Co.. which paid $56 a share on 
the $7 preferred: and Republic Pictures 
Corp. which cleared the $1 preferred 
issue arrearage with a $1.75 dividend per 
share. Another issue in arrears will be 
cleared in March when the New York, 
Chicago & St. Louis Railroad will pay 
$45 per share on its 6 per cent preferred 
“A.” At the end of 1945 the arrears on 
this issue had reached $85 per share. 





DISTRIBUTION OF YIELDS OF 405 
LisTED PREFERRED STOCKS 


Year 1950 


Per Cent No. of 

Yield Stocks 
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Y COMPARING recent prices of 
individual stocks with the best prices 
during the market’s advance in 1946, it is 
possible to obtain a perspective on the ex- 
tent of the market’s gain. No two periods 
of market advance follow a like course. 
Yet a record of what investors have been 
willing to pay for a stock in the past, and 
of what price will induce holders to part 
with a substantial quantity of shares, usu- 
ally is helpful in connection with estimates 
of the possible price trend in the future. 
The varying courses of quotations for 
30 sampled stocks, measured from their 
1946 “highs” to last February 8, are shown 
in the accompanying table. Issues have 
been selected which are representative of 
six of the industrial groups on the Ex- 
change. 

Viewing prices alone, 21 of the 30 
stocks recently were selling above their 
1946 “highs.” The widest gains have been 
made by the sampled chemical and petro- 
leum issues. Three of the steels, Bethlehem, 
U.S. Steel and Youngstown Sheet & Tube, 
have advanced substantially. General Mo- 
tors is the only one of the five auto stocks 
to show substantial appreciation. 


tock Yields Higher 
Than in 1946 
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The price records of the individual 
shares show. first of all, that higher share 
quotations are not as universal as might 
be assumed from the level of the various 
market “averages.” The Dow-Jones aver- 
age of 30 industrial stocks, for example, 
closed at 253.34 on February 8, which 
compares with its high in 1946 of 212.50. 

When dividends and income return are 
considered, it is seen that the stocks in 
the statistical table were almost without 
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exception returning a higher yield in early 
1951 than in 1946. The improved yields 
have resulted mainly from increased divi- 
dend payments, rather than from fluctua- 
tions in share prices. Twenty-eight of the 
30 issues paid higher dividends in 1950 
than in 1946. 


(Continued on page 10) 





COMPARISON OF RECENT AND 1946 PRICES, DIVIDENDS AND YIELDS OF SAMPLED STOCKS 


1945 1946 1946 

ISSUE High Div. (a) Yield 

Boeing Air. Co. . . . $ 35 $1.00 2.9% 
Douglas Air. Co. . . . 108% 7.50 6.9 
Grumman Air. Engr. . 131¢* a 32 
No. Amer. Aviation . . 165% 1.00 6.0 
Un. Aireraft Corp. . . 373% 1.09 2.7 
Chrysler Corp. wn oe, 70%* 1.50* 2.1 
Gen. Motors Corp. . . 40%* 1.125* 2.8 
Hudson Mot. Car Co. . 341% 40 1.2 
Nash-Kelv. Corp. . . . 253% 50 2.0 
Studebaker Corp. . . . 38% 50 iS 


Am. Cyanamid Co. . . 63% 1.50 2.4 
du Pont .. ae 56%*  1.75* 3.1 
Mathieson Chem. . . . 19%* 625* 3.3 
Monsanto Chem. . . . 64 1.08* 1.7 
Un. Carb. & Carb... . 4154* 1.00* 2.4 


(a) Including extras. * Adjusted for stock split. 





Feb. 8, 
1951 1950 Recent 
Price Div. (a) Yield ISSUE 
$ 47% $3.00 6.3% Gulf Oil Corp. . 
103% 6.25 6.1 Socony-Vac. Oil . 
25% 2.00* 7.8 Standard Oil (N. J.) 
183, 1.25 6.8 Standard Oil (Ohio) . 
353% 2.00 5.7 - a 
77% 9.75 12.6 Allied Stores . : 
51% 6.00* 11.6 Assoc. Dry Goods . . 
18 2.50 13.9 City Stores, Inc. 


21% 2.85 13.0 
33% 3.35 10.1 


Fed. Dept. Stores . 
R. H. Macy & Co. . 


86 4.625 5.4 Bethlehem Steel 

8914 5.35 6.0 Jones & Laughlin. . 
3614 1.50* 4.1 Republic Steel . . . 
82 2.625 3.2 U. S. Steel Corp. . . 
5834 2.50 4.3 Youngstown S. & T. 


Feb. 8, 
1945 1945 1946 1951 1950 Recent 
High Div.(a) Yield Price Div.(a) Yield 
$78 $2.50 3.2% $ 90% $4.00 1.4% 
F 18% Ry i 4.1 2756 1.35 4.9 
78% 3.08 3.9 102% 5.00 4.9 
30 1.00 3.3 37% 2.00 5.4 
681% 2.50 3.7 91% 6.50 7a 
‘ 633% 1.80 2.8 47% 3.00 6.3 
‘ 361%4* 1.375* 3.8 23 1.60 7.0 
38% 90 2.4 21 1.20 5.7 
4236* 1.125* 2.7 9254 2.50 4.8 
65 2.60 4.0 3714 2.00 5.4 
, 38%* 2.00* 5.2 57% 4.10 72 
26%* 1.00% 3.7 2914 1.70* 8 
. 40% 1.00 2.4 48 4.25 8.9 
P 32%* 1.33* 4.1 1614 3.45 7.4 
41%* 1.50* 3.6 58 3.50* 6.0 








Stock Ownership Stands 
On Broadest Base 


ISCUSSING some of the highlights 

of 1950, and New York Stock Ex- 
change impressions of things to come, 
Emil Schram, President, says in the Ex 
change’s annual report: 

“People generally and the leaders of 
business showed that they were increas- 
ingly aware of the usefulness of the Ex- 
change as a market place. More people 
and institutions invested in common 
stocks in 1950. Signs are multiplying that 
ownership of the industries of the nation 
is resting on the broadest base in history. 
The public is learning more about the 
henefits—and risks—which accompany 
ownership of the nation’s productive en- 
terprises. 

Practical application of a growing 
knowledge of securities is noted by Mr. 
Schram: . 

“Public concern with personal financial 
security was emphasized in 1950. The de- 
sire of people to own shares in the: great 
corporations, which would supply them 
with income and offer the possibility of 
capital appreciation, exerted a strong in- 
fluence on the course of securities prices. 

“Following the outbreak of the Korean 
War and a sweeping restatement by our 
Government of its Far Eastern policy, 
heavy liquidation came into the market. 
The market quickly demonstrated its re- 
silience in heartening fashion. The Ex- 
change is vitally interested in an orderly 
and liquid market, in encouraging in- 
formed investment, and in curbing influ- 
ences which might lead to speculation of 
an ill-advised nature. 

“The use of credit last year was note- 
worthy. As of February 1, 1926, the first 
date for which figures of member bor- 
rowing on collateral were compiled, the 
total borrowings on collateral were more 
than $3.500,000,000 and represented 9.98 
per cent of the market value of all listed 
stocks. As of Jan. 1, 1951, member bor- 
rowings on collateral were $909,147,988 
and represented less than one per cent of 
the market value of all listed stocks.” 

The report refers to some features of 
last year’s transactions on the Exchange. 
saying: “Large demand for stocks from 
institutional buyers was apparent. New 
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areas of investment were made available 
to such investors by New York State legis- 
lation effective last July 1. Generally 
speaking, this law now permits fiduciaries, 
in the absence of restrictions in governing 
instruments, to invest up to 35 per cent of 
their funds in common stocks which meet 
specified requirements. 

“The trend toward applying the ‘pru- 
dent man’ rule to trusteed funds appears to 
be spreading. a development which may 
have deep significance for future opera- 
tions of the Exchange, particularly as new 
reservoirs of capital are built up in cor- 
porate pension funds.” 

The report's statistics include these: 

Stock Exchange trading in 1950 com- 


prised sales of 524,799,621 shares, com- 
pared with 272,203,402 shares in 1949; 

Although the year saw business nearly 
double that of 1949 in stocks, the ratio of 
“volume to shares listed” in 1950 was only 
about one-third of what it was in 1920-26: 

At the year’s end there were 2,353.221,- 
166 shares listed on the Exchange, an in- 
crease of 188,000,000 shares during 1950; 

Twenty-three new companies, twenty- 
seven new stock and seven new bond is- 
sues were admitted to the list. 

In a glance forward, the report says: 
“The employment of the facilities and 
services provided by the Exchange may be 
even larger in the years ahead. The nation 
is in a period of transition from peace to 
mobilization. Production will be stepped 
up to a truly prodigious rate. The Ex- 
change can contribute to the collective 
strength of the nation by providing the 
healthy securities market essential to the 
smooth flow of equity capital which is 
vital to industry's greater productivity.” 





Stock Yields Surveyed 
(Continued from page 9) 


While it is well known that 1950 was a 
favorable dividend year for most corpora- 
tions, the cumulative gain in payment 
rates since the end of World War II is not 
so widely recognized. To cite a few ex- 
amples, Chrysler paid $9.75 a share last 
year, against $1.50 in 1946; du Pont. 
$5.35 against $1.75; Grumman Aircraft 
Engineering, $2.00 against $0.50; Texas 
Co., $6.50 against $2.50. 

These are some of the more substantial 
gains. Yet the upward trend is borne out 
by the complete roster of 930 dividend- 
paying common stocks traded on the Ex- 
change. Aggregate dividend payments by 
listed issues have increased in each year 
since 1942, 

Relating 1950 payment rates for the 
sampled stocks to February 8, 1951, mar- 
ket prices gives yields of 6 per cent or 
higher for 17 of the 30 issues. Yields of 
many of the stocks in the table are twice 
as generous as in 1946, 

To stock buyers interested mainly in 
income return in dividends, a survey of 
recent yields carries far more meaning 
than a review of market prices over an 
interval of years, or the relative level of 
the “market averages” compared with 
some past turning point in the securities 
market. 

The figures of yield for 1946 represent 


the low point for the last decade. The set- 
back in stock prices in autumn, 1946, 
helped to correct the abnormally low 
yields. A continuing expansion in divi- 
dend rates also lifted the rate of stock- 
holder return. The most favorable yield 
basis, post-1946, for a majority of listed 
stocks was reached in 1948 before stock 
prices turned upward. 

The later advance in securities prices 
reduced yields moderately, but the satis- 
fying rates of return which continued to 
be available are indicated by the tabled 
figures. Yields have by no means re- 
turned to their low point of 1946. 

Due to increasing taxation, business 
analysts are not hopeful that total divi- 
dend payments by corporations in 1951 
will equal the 1950 figure. But they regard 
it as a near certainty that business will be 
active throughout the year. In times past, 
industry has demonstrated its ability, with 
a high volume of operations, to earn satis- 
factory profits despite heavy taxation of 
excess income. Total dividends disbursed 
by all companies held fairly constant 
throughout World War II. 

From precedent, it would appear that 
extreme reductions in dividends would be 
the exception rather than the rule. Yields 
as high as 13.9, 13 and 12.6 per cent, 
taken from the table, suggest that inves- 
tors in their appraisals of securities values 
already are taking into account some 
leveling-off of dividends. 
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issuing corporations’ business and facilities. Detailed information is contained in the Listi 












Texas \jrilities 
Company 


EXAS Utilities Company and its sub- 
sidiaries, Dallas Power & Light Com- 
pany, Texas Electric 
and Texas Power & Light Company, 
comprise a fully-interconnected and Sree 


Service Company 


grated system serving an area of 72,700 
square miles in the State of Texas. The 
seven largest cities served by the sys- 
tem are Dallas. Fort Worth. Waco, 
Wichita Falls, Tyler, Odessa and Temple. 
The combined population of these cities 
has increased by more than 50 per cent 
since 1940. Over the same period custom- 





Meeting new power needs at Dallas plant. 


W ‘List If] BS Applications which may be obtained from member firms of the New York Stock Exchange. | 


ON THE NEW YORK ST 
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ers of the system have almost doubled and 
operating revenues have gained from 
$27.000.000 to $67.000,000. 

Texas Utilities was organized in 1945 as 
a subsidiary of American Power & Light 
Company to acquire control of the three 
subsidiaries. American distributed Texas 
Utilities stock to its stockholders in Febru- 
ary. 1950. 

Since early 1948 the subsidiaries have 
increased their investment in facilities 
from $182.000.000 to $290,000.000 to 
meet rapidly rising power requirements of 
the area. An important part of the new in- 
vestment is in generating capability which 
has been stepped up from 410.000 kw. to 
61.000 kw. in the past three years. 
Scheduled additions will increase capabil- 
ity to 1,300,000 kilowatts by 1954. 


New Plants Use Natural Gas 


New generation. strategically located 
with respect to major loads and popula- 
tion centers (with about half in the Dallas- 
Fort Worth area) operates on natural gas. 
This fuel is produced in most of the 
counties served. 

Trinidad plant is supplied under a con- 
tract running to 1955 at 31% cents per mil- 
lion BTU. Permian Basin plant in West 
Texas has a contract for gas at 5 cents un- 
til 1958. 
Worth area is purchased on a rate under 
which incremental cost is 714 cents, the 


Gas for plants in the Dallas-Fort 


contracts extending to 1955 with a five- 
year optional extension at the present rate. 
New plants already completed as well as 
those under way represent a substantial 
departure from conventional construction. 
Housing for equipment has been largely 
eliminated except for relatively small con- 
trol areas. permitting savings in first cost 
and operation with limited manpower. 
Common dividends have been paid by 
the subsidiaries in every year since they 
were organized (1917, 1929 and 1912) 
except that Texas Power & Light Company 
paid none in 1918, the last year of World 
War I. Texas Utilities has paid quarterly 
dividends on its common stock since or- 
ganization in 1945 and has recently paid 
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32¢ a share on ames 1, April 1, 
equivalent to $1.: 
to audit, indicated earnings of the com- 


28 a share a year. ikaees ct 


pany and its subsidiaries for the year 
1950 were calculated at $2.40 per share, 
after provision for estimated Federal taxes 
under the new tax laws. 

Capital structure of the system com- 
panies is simple. Texas Utilities, with 
only common stock outstanding, supplies 
equity capital for the subsidiaries, all of 
whose common stock it owns except for a 
small minority in Dallas Power & Light 


Company. The subsidiaries’ first mortgage 
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Control panel for 80,000 kw. generator 


bonds, debentures and preferred stocks 
with dividend rates ranging from $4.00 to 
Bonds 


represent 42 per cent. debentures 6 per 


$4.56 a year are publicly-owned. 


cent, preferred 16 per cent and common 
stock and surplus 36 per cent, including 
minority of 0.5 per cent. of total capitali- 
zation. 

Texas Utilities Co. and subsidiaries re- 
ported in their consolidated balance sheet 
as of Dec. 31. 1949, total assets amounting 
to $285,645.554. Long term debt as of the 
same date, comprised of mortgage bonds 
totaled = $121.500.000. 
Total surplus was reported at $17,551,000, 
an increase of $5,871,000 from the 1948 
aggregate. 


and_ debentures, 
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Bottled Gas 
Provides Room 
For Research By 
Oil-Gas Investors 


FFNHE petroleum industry ranks with the 
chemical industry when it comes to 
discoveries which help to elevate stand- 
ards of living. 
Plenty of investor research has been ap- 
plied to older oil company sources of net 
earnings—gasoline, fuel oil, lubricants and 


the like 


briskly to a relatively new derivative of 


but lately attention has swung 


petroleum production. 

Liquid petroleum gas! Or LPG in trade 
circles, or “bottled gas” as it is known to 
thousands of housewives in rural areas. 

What is it? The gases (there are sev- 
eral of them under different names) are 
saturated hydrocarbons which occur in the 
earth along with natural gas and crude 
petroleum. LPG derives from the process- 
ing of natural gas and oil refining, and 
is kept in a liquid state under pressure. 


Growing Use of Bottled Gas 


LPG, technically propane, butane, iso- 
hutane, prophylene and related gases, with 
the first two of the most importance in 
this discussion, has grown since 1926 into 
a sort of handy man of the gas fuel in- 
dustry. LPG is used to meet the entire 
requirements of some small communities 
for gas. Many public utilities also serve 
LPG through city 
manufactured or natural gas supplies. 


mains, augmenting 


Before referring to a far wider use ol 
liquid petroleum gas, the researcher would 
pay attention to the relationship of this 
fuel to numerous communities which have 
sprung up in the last few years. The ref- 
erence is to new housing developments in 
certain areas where it seemed logical to 
employ gas for general house heating as 
well as for cooking. 

In the oil and gas industries comment 
has been heard lately that, in some rapidly 
developing housing areas, original heating 
plans may be subject to drastic revision. 
Priorities on pipe to lay new gas mains, 
and also to extend natural gas distribu- 
tion, have changed the outlook. Manu- 
factured or natural gas connections to 
new houses where such fuel is already 


12 


short of being ample may be delayed. 


Furnaces are installed, or being set up; 
the householder is caught in a squeeze 
play, and the logical solution appears to 
lie in the use of LPG. 

Some emphasis is laid upon the house- 
heating potentials for LPG consumption 
by building industry estimates that around 
10 per cent of new non-farm homes are 
being built outside the reach of municipal 
gas mains. 

Several more of the elements favoring 
the use of LPG may be mentioned before 
attention turns to serious problems affect- 
ing the industry. In a study of the outlook 
for liquified petroleum by John G. 
Winger and issued by the Chase National 
Bank of New York, the rural, farm and 
non-farm homes which are thus far the 
principal consumers of “bottled gas,” 
offer room for large expansion. According 
to estimates in LPG circles, there are fully 
5.000.000 of such homes that rely upon 
wood, coal or kerosine for fuel. 

The average household equipped with 
the familiar liquid gas container, often 
seen out of doors beneath kitchen win- 
dows, or with larger storage facilities, 
used 250 gallons of bottled gas in 1949, 
compared with around 100 gallons in 
1940. Although 48 per cent of LPG con- 
sumption is currently among household- 
ers. the chemical industry accounts for 16 
per cent, refineries for more than 14 per 
cent, gas manufacturers 7 per cent, the 
synthetic rubber industry for 5 per cent 
or more and a scattering of other indus- 
tries for 5 per cent or so. 


Used in Chicago Buses 


For the researcher into products affect- 
ing investment values, the greater interest 
is less current than potential. Suggesting 
a line of inquiry into new fields for LPG 
use. the Chicago Transit Authority re- 
cently ordered 500 buses to be fueled with 
propane, and a contract has been awarded 
to supply 28.500.000 gallons of the gas 
to propel this fleet. A growing number 
of manufacturing plants are being fueled 
with LPG. 

\s a promising market, LPG as fuel 
for internal combustion engines appears 
to be attracting much trade attention. Ex- 
periments with heavy-duty power plants, 
such as buses are equipped with, evidently 
has spurred experiments with other mo- 
tors. It is figured that about 3 per cent 
of the 3,500,000 tractors on farms in 
this country are now equipped with proper 
carburetion to burn LPG. It is calcu- 


lated, further, that an average farm tractor 
will consume up to 60 barrels of the gas 
in a year, or 10 times as much as an 
average household would use. 

Statisticians could estimate, on the basis 
of “per-tractor” consumption, that were 
50 per cent of all farm tractors to be 
converted to the use of LPG, the fuel re- 
quirements for them would exceed 290.- 
000 barrels a day, surpassing the total 
1950 demand for liquid petroleum gas for 
all purposes in the United States. 

Such a deduction, were it to develop 
into reality, suggests that a wide-spread 
conversion of tractors to the use of LPG 
would help solve a vexing problem affect- 
ing the industry. Propane and butane, 
as fuels, are consumed most heavily in 
the winter. The mild winter of 1949-50 
caused so marked a decline in bottled gas 
consumption that prices suffered a sharp 
drop, on the heels of the largest year’s 
sales (in 1948) that LPG had experienced 
in more than 20 years. 


Storage Problem 


Since LPG must be stored under pres- 
sure to maintain its liquid form, steel 
would be required in quantity in order 
to provide the necessary above-ground 
containers, or to enlarge extensively the 
tank-space called for in supplying fleets of 
buses and trucks. Steel, already in short 
supply and likely to grow shorter as mili- 
tary defense operations grow, offers no 
important current aid in storing summer 
LPG production for cold-weather use. 

Experiments are reported as progressing 
in underground reservoirs in salt beds 
and salt water sands and success has been 
attained—where these elements exist. Such 
reservoirs are formed by circulating fresh 
water in the salt beds, one barrel of 
storage space being created for every six 
barrels of water circulated. The experi- 
ments show that nearly all the LPG thus 
stored can be recovered when needed for 
shipment, and the cost per barrel of stor- 
age room is much less than it would be 
for steel tanks. 

Marketing observers of LPG problems 
grant that storage shortages are of pri- 
mary influence in efforts to estimate the 
growth of the business. Some, however. 
rate another factor as equally important 
and perhaps easier of solution. That is 
“sales promotion,” a brisk undertaking to 
acquaint the public, corporations, spon- 
sors of housing enterprises, farmers and 
bus and truck operators with the facts 
about this relatively new fuel. 














ctor 
gas 


an 


asis 
yere 
be 
re- 
QU.- 
otal 
for 


‘lop 
ead 
PG 
ect- 
ine, 

in 
50 
gas 
arp 
ar’s 
ced 


res- 
teel 
der 
ind 
the 
; of 
ort 
ili- 
ho 
ner 


ing 
eds 
en 
ich 
osh 

ol 
S1X 
ri- 
ius 
for 
or- 


he 


ms 
ri 


the 


to 
mn- 
nd 
cts 








College Students 


Report on 4-Year Results 


of Investment Fund 








PON rounding out its fourth consecu- 
U tive year in managing a fund com- 
posed of securities and cash, a class in the 
School Baldwin-Wallace 
College in Ohio, is able to review a two- 
fold result of its work: 


of Commerce. 


|. The fund realized from dividends 
and capital gains 11.01 per cent on capi- 
tal in 194.7, 12.75 per cent in 1948, 11.93 
per cent in 1949 and 16.7 per cent in 
1950; 

2. A waiting list of jobs open to stu- 
dents who desire to enter the securities 
business has been generated. One broker- 
age house alone has employed five gradu- 
ates within the last year. 


“Requests come from all over the coun- 
try.” writes Dr. Jacob O. Kamm, Director 
of the School of Commerce.—‘from La 
Salle Street, Chicago, to Wall Street—as a 
result of the record which graduates have 
achieved. Undoubtedly one of the reasons 
for the students’ success is that they un- 
derstand enough about the securities field 
to know whether they would like to make 
it their life work.” 


Procedure Followed 
Discussing the methods followed by 
the class in managing money. Dr. Kamm 


Says: 


“The fundamental principles of invest- 
ment are continually stressed. One im- 
portant principle, as all investors know. is 
diversification. The students first divide 
the fund into two major divisions: defen- 
sive and aggressive. Cash is held as a de- 
fensive asset and shares of common stocks 
as aggressive assets. On Dec. 31. 1950. 
the fund was divided into 53.6 per cent 
cash and 46.4 per cent in stocks. The 
stocks were apportioned in this way: steel 
manufacturing, 19.7 per cent, light manu- 
facturing, 8.6 per cent; building construc- 
tion, 5.8 per cent; retail drug stores, 4.8 
per cent; investment company. 4.1 per 
cent and shipping company shares. 3.4 
per cent.” 


Dr. Kamm, whose experience in teach- 
ing investments is recounted in a text book 
—‘How to Invest for Profit” 
sued next spring, reviews class procedure. 


to be is- 


as follows: 

“The fund was started with only $100 
four years ago. Even with that limited 
amount, students accomplished diversifi- 
cation. At the end of 1950 the fund had 
increased through dividend income, capi- 
tal gains and gifts to $1,507.81. When- 
ever a dividend, capital gain or gift is 
received, the amount involved is immedi- 
ately capitalized: that is, it is added to 
the principle. This increase, in turn, must 
earn the average return for the year. 

“For example, if a gift or a dividend 
comes in on April 1 of $15, say, the aver- 
age number of dollars in the fund for the 
year will rise by approximately that 
amount. If the average gain in the fund 
from dividends and capital gains were 15 
per cent. then an additional return on the 
‘new money’ of $2.25 would have to be 
earned in order to maintain that return.” 

The gains for the first three vears, Dr. 
Kamm comments, were obtained in peri- 
ods marked by declining or unsettled mar- 





DEMONSTRATION OF 
APPLIED APTITUDE 


Dr. Kamm’s course in practical in- 
vestment for college students was one 
of the first to come to the attention of 
THE EXCHANGE, and since the first 
report was published three years ago, 
many readers of the magazine have 
desired to follow the results of using 
“real money” in managing funds. 
Securities firms in many cities, includ- 
ing New York, have been following 
events at Baldwin-Wallace College 
with keen interest. Firms or individuals 
have encouraged the undertaking by 
cash gifts to the fund. As the text of 
the accompanying article reveals, 
brokerage firms are finding that stu- 
dent aptitude in such a course of in- 
struction is a genuine introduction to 
intelligent employment. 











ket conditions, whereas the new high gain 
for 1950 resulted in an interval when the 


stock market trend was generally upward. 
Consequently, at the year-end the common 
stock portion of the fund had substantial 
unrealized book gains. 

Class procedure requires that earnings 
and dividend records be checked for a 
20-year period. Book value and net quick 
asset values are computed. The class tours 
through neighborhood industrial plants. 
Management is checked. Those securities 
which research suggests to be underpriced 
in relationship to the general stock market 
or to future possibilities are studied and 
the most desirable ones selected for in- 
vestment. 

“Certainly, there has been too much em- 
phasis.” says Dr. Kamm, “on the need for 
a minimum of several thousand dollars in 
order to invest in common stocks. 


Amer- 
ica has been built on the savings of small 
investors. A man with a few hundred dol- 
lars in addition to a savings account and a 
life insurance program is not exercising 
one of the most valuable democratic privi- 
leges he has if he fails to own at least a 
few shares of stock in American private 
industry. 

“The broader stock ownership becomes. 
the less the menace of communism will be 
a domestic problem. Colleges and univer- 
sities through their educational training in 
investing are helping to broaden the in- 
vestor class and thereby helping to build 
a greater America.” 


Courses for Adults Established 

The Baldwin-Wallace investment course 
has attracted so much attention in nearby 
Cleveland that adult courses of instruction 
have been established under Dr. Kamm’s 
Last fall. he reports. a New 
York Stock Exchange firm had a course 
which brought an enrollment of 180. A 


direction. 


fee of $10 was charged and prizes in se- 
curities awarded for the preparation of 
“model” portfolios. ete. The Board of 
Education in Cleveland 
100. stu- 


dents at $15 each last year, and the roster 


Lakewood, a 
suburb. launched a course for 


reached 150. 
Bankers 


has engaged Dr. Kamm to start a course 


The Investment Association 


shortly in Cleveland and an enrollment o! 
200 at $15 each is contemplated. 


“The demand for instruction on the 
part of adults.” Dr. Kamm notes, “is noth- 
ing short of amazing. I am gratified to see 
that the New York Stock Exchange is con- 
tinuing its educational work.” 
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IF THE STOCK EXCHANGE 
DOESNT OWN ANY STOCK 
...WHO DOES ? 


long time ago a lot of folks had 
the idea all stocks were owned by a fistful of 
rich people. 


Maybe that idea was right once. 


Today’s estimates of how many people own 
stocks range up to 15,000,000. All kinds of 
people own stocks. Office workers . . . house- 
wives ... mechanics . . . school teachers... 
lawyers . . . storekeepers . . . farmers. Everyday 
people with small incomes and large. Owning 
stock is owning a “piece of a business’ —risking 
one’s money to share in the profits. 


You may even own stock indirectly —wheth- 
er you know it or not. Most companies issuing 
fire and casualty insurance, as well as many 


pension funds, invest a part of their resources 
in the stocks of American industry. 


What some people do not know is that the 
Stock Exchange does not buy or sell stocks. 
It doesn’t put the price tag on them either. 
The Exchange does provide a market place 
where people can buy or sell securities. The 
Exchange does see that prices are arrived at 
openly and fairly and published promptly. 


The handling of investors’ orders to buy or 
sell a few shares or hundreds is the day-to-day 
business of member firms of the Exchange. 
Information about prominent corporations, 
including earnings and dividend records, can 
always be had at their offices, without obliga- 
tion. 


Members and Member Firms of the 


NEW YORK STOCK EXCHANGE 

















